ABSTRACT
INTRODUCTION
nomalies of any kind are the critical features of the financial market that stand in opposition to the efficient market hypothesis. Like other anomalies, researchers also underline those that are based on the Gregorian calendar which have potential impact on the performance of the financial market. Nonetheless, besides the Gregorian calendar, various other calendars are followed that are based on religious beliefs. For instance, the Jewish community follows the Hebrew calendar, which is stringently based on luni-solar; Christianity follows the Gregorian calendar, which is based on solar; the Hindu and Chinese people follow their own calendar; and the Muslim society follows the Islamic calendar, which is based on a lunar calendar as is referred as Hijri. In the Islamic calendar, Ramadan is a holy month during which the Muslim umma (community) is involved in many religious rituals, including the recitation of Holy Quran, fasting, and participation in social services. In addition, in the last decade of Ramadan, people sit in aaitakaf -a practice to get spiritual purity. So in order to admire and honour people's devotions to God, Muslim countries give relaxation during working hours. Therefore, Ramadan being the fasting -spiritually essential -month would virtually have an impact on the performance of the finances and other sectors of the economy, as Muslims tend to slow down under the pressure of fasting and hence allocate more time for their spiritual development. Therefore, this can be an empirical and systematic issue to investigate for the experts of Islamic finance, in general, and mutual funds, in particular, whether or not the month of Ramadan has an impact on the performance of stock returns, among other such anomalies of stock markets.
Currently, a great deal of change is observed in the trading activities of financial markets in Muslim countries all over the world. These changes include reduced banking and working hours and the greater tendency of market participants toward religious beliefs during the month of Ramadan. Most Muslim countries use both the Gregorian calendar, employed by businesses and governments, and the Islamic lunar calendar, which principally marks the religious activities and holidays. During Ramadan, the working hours of offices and business activities are The changes in this month are what make examination of the behaviour of trading activity so interesting. However, in spite of the major changes taking place in financial markets in virtually all Muslim countries, the available literature of Islamic finance does not provide a systematic study on this critical issue. In order to bridge this gap in the literature, this paper attempts to determine whether or not there is any significant difference in trading activity in Ramadan than in the other months. Hence, the paper explores and examines Ramadan effects on the globally selected Islamic mutual funds. In other words, there is a great opportunity to examine and determine any predictable patterns in the behaviour of stock returns and volatility that are present in the month of Ramadan but not in the other months of the year. It will provide interesting findings to both regulators and participants in the financial markets of Islamic countries in the Middle East, the Far East, and elsewhere (Mustafa, 2008) . This paper expects to determine a change in the stock market's returns or its volatility during the month of Ramadan, as all Muslims eagerly and enthusiastically follow the rituals of this holy month. There are considerably significant and visible changes in the social and economic lives of individuals during this time. Being considered as one of the five pillars of Islam, fasting during Ramadan is a mandatory duty for all adult Muslims who are physically capable; otherwise their exemption is permitted. In Ramadan, Muslims are required to abstain from eating food and drinking from dawn until sunset every day. Also, practising acts of piety and charity and praying are the other holy acts that are highly encouraged during this time. In addition to fasting, Ramadan is characterised by ritual prayers, recitations from the Holy Quran, and other acts of piety which significantly orientate the Muslim population toward Allah.
It should be noted that calendar anomalies have been the subject of considerable investigation, which are in opposition to the efficient market hypothesis. The Islamic calendar (also referred to as Hijri) is based on a lunar calendar and is followed in Muslim societies. The appearance of the new moon marks the start of this calendar which consists of twelve months. Comparing the duration of Islamic and Gregorian months, it becomes clear that the Islamic year is about eleven days shorter than the Gregorian year because, on average, a lunar month has only 29.53 days (Alrjoub, 2010). In the Islamic calendar, besides Ramadan, there are also other religious days and months that Muslim societies observe and celebrate, such as Eid-ul-Fitar and Eid-ul-Adha.
The principal aim of this paper is the empirical examination of Ramadan's effect on the globally selected Islamic mutual funds. It should be noted that the empirical analysis provided in this paper aims to contribute to the literature to fill a particular gap, as the existing body of knowledge mostly examines the Ramadan effect on the stocks or stock markets in a Muslim country. This study, however, aims to locate evidence, if any, for the effects of Ramadan on the performance of Islamic mutual funds operated globally rather than in a Muslim country.
The next section of this paper explains the review of literature, and is followed by sections describing data and econometric methodology, empirical findings and interpretation, and a conclusion.
REVIEW OF RELATED LITERATURE
Regarding the Islamic calendar effect, there have not been many significant studies, but some are available that explore the impact of Ramadan on stock returns. In an attempt to locate the impact of Ramadan, Hussain (1999) pointed out that this behaviour can make the stock market less volatile in volume and it also decreases stock returns in Pakistan. This phenomenon is not only observed in Pakistan's financial market; it also occurs in the Saudi Arabian stock market. As an example, reports by Seyyed et al. (2005) show a decline in volatility and trading activity, in terms of both volume and return, in the Saudi Arabian stock market during Ramadan. The investigation, carried out by Hussain (1999) , of volatility in the stock market in Pakistan during Ramadan found it to be less than in other months, although it did not include the behaviour of average return before and after Ramadan.
In a study of the effects of Ramadan on the Karachi stock market, Khaled (2006) attempted to investigate the effects that the Islamic calendar may have on the Karachi stock market by using both conditional and unconditional analyses of risk. The Islamic calendar allows an easy study of variation in risks on both an annual and monthly basis. To accomplish this task, he used five models, starting with a simple one and ranging to a conditional risk model, with different models producing different results. He found a significant effect in this regard and observed that the average return in the month of Ramadan is smaller and insignificant. However, he reported that there is a positive and significant average return in the months of Shawwal and Zulqida, which is a sign of an afterRamadan effect in the Karachi stock market, considering the point that these two months come after Ramadan and the Eid-ul-Fitar festival. Since there is an increase in people's consumption during Ramadan and for the Eid festival, investment in the stock market decreases. To cite a reason for the growth of trading activity in the months of Shawwal and Zulqida in the Karachi stock market, he refers to the tendency of people to invest in the market after Ramadan and Eid. Furthermore, higher kurtosis and positive skewness found in the month of Shawwal demonstrate investors' preferences to invest during this month. To summarise, the literature supports an after-Ramadan effect in the Karachi stock market, which is rather low-risk during Ramadan.
The potential effect of Ramadan as a major moving calendar event and the significance of such effects on economic and financial variables are mentioned by some authors. Analysing various macroeconomic variables in Turkey, Alper, and Aruoba (2001) show occasional inefficiency of usual seasonal adjustment procedures based on fixed holidays to remove all seasonality when moving holidays, like Ramadan, are taken into account in the series. However, no significant effect of Ramadan on the Istanbul stock market was reported based on the findings of their study. It should be noted that they showed it is not possible for all deterministic seasonal components to be removed by conventional methods of deseasonalising moving events data. They demonstrate that in order to remove the residual seasonality, it is necessary that further deseasonalising be carried out by the application of specific categorical moving-event variables.
Moreover, during Ramadan, the volatility of the Pakistani stock market is significantly lower as found by Hussain (1999) . He further mentioned that there are no significant changes in average returns during Ramadan, although the mean average return before and after Ramadan was not compared.
In another study, the effects of Ramadan on the Saudi Arabian stock market was examined by Seyyed et al. (2005) , who conducted an analysis on several sector indices in the market. Their study revealed that there is a considerable decline in volatility and trading activity during the month of Ramadan. The latter study reconfirms Hussain's (1999) findings because both showed no significant change in average returns during Ramadan and did not examine the changes before and afterward.
In Jordan, possible distortions to the predictions of accepted models of asset pricing and some interesting findings on the behaviour of asset returns around a moving anomaly (the 'Ramadan Effect') were examined AlRjoub (2010). Using the Jordanian stock market return data, the study showed strong evidence in favour of the Ramadan effect during the study period. When accounting for the beginning and the end of the month, the results showed positive returns in the final 15 days of the month compared to an insignificant effect in the first 15 days. The study concluded that the month of Ramadan shows positive average returns. In addition, the first 15 days of the month are downers and returns in the rest of the month are gainers. The study therefore implied that the Ramadan effect is not a turn-of-the-month effect, since the latter confirms that daily stock returns are higher in the first half relative to the second half of the trading month.
Fazal's (1998) study shows that the volatility of stock returns significantly decreases during this month. The reason for the decrease in volatility may be the result of the speed of economic activities, which is generally slower. During Ramadan, trading hours in Pakistan reduce, which can be another reason for the decrease in volatility. It is also probable that many Muslims avoid speculating in the stock market during this month. The decline in volatility, caused either by moral factors or the decreased trading hours, needs more investigation and may Possible explanations for such an occurrence might be simply the trading behaviour of institutional or individual investors during this month, or it could be a manifestation of the pre-holiday effect since the holiday is the three-day festival after Ramadan ends. However, this festival is part of the Muslims' religion where all feel satisfied after they approach God during the month of Ramadan. This could justify the higher pre-festival returns as a result of a positive sentiment. This result is in line with that of Chan et al. (1996) who consider the holiday effect within a cultural context for the stock exchanges of Malaysia, Singapore, India, and Thailand. They find a stronger holiday effect around cultural holidays compared to state holidays with no cultural origin. However, the current studies covered the Ramadan effect on the stocks and stock market, which are focused only on selected single Muslim countries. Therefore, these studies failed to provide an effect on Islamic mutual funds which operate globally. In order to bridge this gap into the literature, this study will therefore examine the Ramadan effect on the Islamic mutual funds selected globally to find if there is any effect on the Islamic mutual funds.
DATA AND EMPIRICAL METHODOLOGY
The dataset utilised in this study consists of monthly net asset value (NAV) per unit prices of 52 Islamic equity funds. The data were sourced from Bloomberg at the National Investment Company (NIC) in Kuwait. This sample was selected from a larger sample, such that it only includes Islamic funds that mainly invest in equity. The sample for the Islamic equity funds represents nearly half of those currently in existence.
The paper examines monthly data of equity funds for those which are domiciled and those which operate globally within the period January 2004 to December 2009. The dataset holds information related to monthly net asset values (NAV), which has been calculated in order to test the comparative performance. Table 1 illustrates the descriptive statistics of the price weighted variable. The reported mean of the variable is 0.0044498 and the standard deviation is 0.0391548. As shown in the table, the skewness value is -.5814787 which portrays that the return of the Islamic mutual funds is slightly skewed. This paper analyses the effect of Ramadan while examining the Islamic mutual funds from all over the globe and controls for the effects of Ramadan, using specification formulated by Fazal (1998) . The formulation used is:
Islamic mutual fund performance = α + β D t (1) This is a univariate model with (Islamic mutual fund performance) is regressed on Dt. where D t is a dummy variable that is equal to 1 if it is Ramadan month; otherwise, it is zero. In this regression model (1), the intercept is the average returns for non-Ramadan months and 0 in other months. When an interactive dummy for each sub-period is used, the intercept represents average returns for non-Ramadan months for the specified subperiod and 0 otherwise. The slope on the dummy βt accounts for the differences between average Ramadan returns The Clute Institute and average returns in the remaining months. Therefore, if companies earn higher returns in the month of Ramadan, the slope (β) should be significantly positive.
The following hypothesis is developed accordingly in order to test the main research question (hypothesis) of the paper; that is, whether or not the month of Ramadan has any impact (positive/negative) on Islamic mutual fund performance. The same research question is stated in the following testable hypothesis:
Hypothesis:
There is no significant effect for the month of Ramadan on the Islamic mutual fund performance.
EMPIRICAL FINDINGS AND INTERPRETATIONS
Regression results for the Ramadan effects are presented in Tables 2 and 3 which examine the effects of the month of Ramadan as a dummy variable upon the performance of Islamic Equity Fund returns. The results in Table  2 indicate that the null hypothesis cannot be rejected; there is no significant effect for the Ramadan Month on the Islamic equity fund returns because the p-value is greater than the 10% level of significance (1-confidence level (90 %).
The standard Ordinary Least Squared econometric method is used to evaluate the Ramadan effect on Islamic mutual fund returns. As shown in Table 2 , the t-value of -0.240 does not lie within the critical region with 10% level of significance. Thus, the dummy variable of Ramadan month effect appears irrelevant. Therefore, the study concludes that the Islamic mutual fund follows a similar trend in the month of Ramadan similar to other months.
While using two-period lag to examine the impact of Ramadan month, the study fails to reject the null hypothesis of an impact of Ramadan month on Islamic mutual funds' performance. As shown in Table 3 , the p-value (0.558) is large enough to reject the null hypothesis at 10 % level of significance. According to these results, no supporting evidence is found for the effect of the Ramadan month on the Islamic equity fund performance when examined using a dummy variable for the Ramadan month (which takes the value of one for the respective two months of the year that contain the days of Ramadan). Thus, it is safe to conclude that the month of Ramadan does not have any impact on the performance of Islamic mutual fund returns.
Lastly, the existing literature focused only on a single country case in providing evidence for Ramadan effect. However, when this study examined Ramadan effect using global dataset failed to find any Ramadan effect. This may be due to the nature of those funds which operate globally, complying with the Shariah rules. This implies that while Ramadan effect might take place in Muslim countries, the global performance might set off the adverse effect of Ramadan. Nowadays in the financial market in Islamic countries, trading activities take place very regular. The current changes that occur include reduced banking and working hours and the greater tendency of market participants to adhere to religious beliefs during the fasting month of Ramadan. In the majority of Muslim countries, both the Gregorian and lunar calendars are followed -the Gregorian is used by businesses and governments and the Islamic lunar calendar principally marks the religious activities and holidays. Ramadan, being a part of a lunar calendar, moves slightly and each year (begins about 10 days earlier than the previous year). The month of Ramadan presents a great opportunity to examine and determine any predictable patterns in the behaviour of stock returns and volatility -something which is not presented by other months of the year. It provides interesting findings to both regulators and participants in the financial markets of Islamic countries in the Middle East, the Far East, and elsewhere.
A change in the stock market return or its volatility during the month of Ramadan is very likely since the Islamic countries around the world follow the ritual of this holy month. Considerably significant and visible changes occur in people's social and economic lives. Ramadan is one of the five pillars of Islam and it is obligatory for all adult Muslims to fast during this month, providing they are physically capable. It is worth noting that due to Ramadan, not a significant change takes place in the average return in the market. On the other hand, evidence reveals that the volatility of stock returns remarkably decreases during this month (Fazal, 1998) . The reason for the decrease in volatility may be the result of the speed of economic activities, which are in general. In Fazal's (1998) study, it is shown that during Ramadan, trading hours in Pakistan reduce, which can be another reason for the decrease in volatility. It is because Muslims avoid speculating in the stock market during this month. The decline in volatility, caused either by moral factors or the decreased trading hours, requires more examinations that may give fruitful clues in this direction. It is important to note that a major change in average return does not happen in Ramadan. Thus, it is a great opportunity for investors when volatility is reduced. However, regarding this case, the increasing speculative trading results in the immediate disappearance of any benefits.
In the meantime, the findings of this paper contradict the results shown in studies of Khalid (2006) and Seyyed et al. (2004) . Whereas there is after-Ramadan effect in the Karachi stock market (Khalid, 2006) , a systematic pattern of decline in volatility during Ramadan was documented, implying a predictable variation in the market price of risk. This reveals that this anomaly appears to be consistent with a decline in trading activity during Ramadan (Seyyed et al., 2004) . Albeit there is a decline in stock return volatility in the month of Ramadan, the return indicates no significant change.
CONCLUSION
This paper evaluates the impact of religious experience on financial markets and the possible distortions to the predictions of accepted models of asset pricing. The empirical findings of this paper underline some fascinating findings that are in contrast to the findings of the existing literature; that is, the findings of this paper show that no significant changes take place in the average return of the stock return during the month of Ramadan compared to other months of the year. This indicates that the month of Ramadan does not leave any sizeable impact on the trading behaviour of the financial market. Albeit during the month the Ramadan the financial market becomes less volatile, less volatility of the financial market is because overall trading activity declines.
